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KOREA KEY ECONOMIC INDICATORS: 


All values in U.S. $ million 
and represent period averages 
unless otherwise indicated 


Exchange Rate: US$1.00=484.0 Estimate 
As of 10/6/78 1976 1977 % Change 1978 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 25 ,090 31,488 25. 41 ,438 
GNP at Constant (1970) Prices 15,30) 16,933 10. 19,134 
Per Capita GNP, Current Prices 700 864 23. 
Machinery & Equipment Investment, 
Current Prices , 5G 2,136 5a 
Personal Income, Current Prices , 65: 24 , 566 20 
Indices: (1975=100) 
Industrial Production 9, 155.6 19.$ 
Avg. Labor Productivity ! 118.7 9. 
Avg. Industrial Wage 50% 144.0 Oo. 
Labor Force (Thous. ) 3. 13 ,440 2. 
Avg. Unemployment Rate (%) oie 3.8 -2. 


MONEY AND PRICES 

Money Supply 2/ 3, 4% 4,489 
Interest Rates (Commercial Banks) : 16.2 
Indices: (1975=100) 

Wholesale Price ; 122.2 
Consumer Price, all cities a 127.0 


Balance of Payments and Trade 
Gold & For. Exch. Reserves 2/ 4,306 ; 5,081 


External Debt 2/ 3/ 8,810 oe 10,270 
Annual Debt Service 3/ ; 1.322 8. 1,745 
Annual Debt Service Ratio (%) 3/ ‘ 10.0 10.0 
Balance of Payments 4/ - é 1,325 J 1,176 
Balance of Trade (FOB) -477 -1,400 
Exports, FOB 5/ 718 10,046 12,500 

U.S. Share (%) < 31.0 32.0 
Imports, CIF 5/ 10,811 3. 14,200 

U.S. Share (%) 34 22.6 21.0 


Major Imports from U.S. in 1977: (In millions of Dollars) Grain, $467 raw cotton, $356; 
Electrical Products, $308; Non-Electrical Machinery, $262; Scrap Iron, $117; Chemicals, 
$120; Logs and Lumber, $80; Pulp and Paper, $72; Beef Tallow, $42. 


Footnotes: 1/ EPB & Embassy estimates. 2/ Data are for end of period. 
3/ ROKG & Embassy estimates. Includes payments on all debt (of one year 
~ and more maturity) as % of total exports of goods and services. 
4/ Basic balance. 5/Customs Clearance basis. 


Sources: Bank of Korea, Economic Planning Board, and Ministry of Finance. 





SUMMARY 


1978 appears to be another year of strong growth for Korea's economy. Real GNP 
grew 16.6 percent during the first half, the third highest growth rate during 
the same period on record. Rather than export-led as in past years, the 
impetus was provided by a strong surge in investment and construction. 

Although some slowdown is expected during the second half, early estimates are 
for 13 to 14 percent real growth for the year as a whole. Inflation remains 
the nation's number one economic problem but a perceived slowdown in export 
growth is also causing some concern. Nevertheless, Korea remains a growth 
market for US goods and services. 


I. ECONOMIC SITUATION & TRENDS 
Export Slowdown? 


After peaking at a 28.4 percent rate in March, the rate of growth in exports, 
measured against the corresponding period of the previous year, began a decline 
which continued through August when the rate reached 25.5 percent. For the 

first time during the year the monthly target was barely missed in July—- by 

$5 million-—-and the gap widened in August to $9 million. Fears began to be 
expressed that the $12.5 billion goal would not be reached and a series of 
export-promotion meetings were held to discuss ways of invigorating the export 
performance. On August 25 the President called upon the nation to take all 

steps to achieve the export goal and reaffirmed the country's export first policy. 


Especially weak during the first half were exports in electrical products, 
electronic components, plywood, tires and cement. On the other hand, exports 
of leather apparel, footwear, iron and steel products, and luggage showed above 
average strength (See Table I below). Surprisingly strong during the first six 
months were textile exports, up 27.2 percent over the same period in 1977, at 
$1,811 million or 31.8 percent of the total. The upswing in textile exports 

is attributed to large orders from nonquota areas as the Middle East, Latin 
America and Hong Kong. In addition, higher priced and better quality goods 
contributed to a higher export value. If present trends continue, total textile 
exports, including garments, fabrics and yarns, are expected to reach $4.2 
billion, $500 million above the original target. 





Table 1. Korean Exports by Major Conmodity to World and U.S. 
First Half of 1978 


FOB* 
$ Millions 


Jan.-June 1978 % Change from 1977 
Commodi ty World vu.s. %2/ World U.S. 


Textiles (incl. leather 1,811] 320 20.0 a 56 

& Fur apparel) 

(Leather, Composition (172) (89) 51.7 

leather & fur apparel) 

Electrical Products 501 Zak. Dod 

(Electronic Components) (170) (94)(55.¢ 
Footwear 320 191 59. 
Iron & Steel Products 422 205 48. 
Plywood 193 193% 338 
Toys, games and sporting goods 121 70 357. 
luggage bags, handbags, etc. 123 61 49. 
Fish 251 41 16.;< 
Tires and tubes 91 Zs ww 
Ships 492 12 es 
Cement 63 - 
Others 1, g10 360 27.4 


© 
al 


a 
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Total 9,703 1,852 32 
* Customs clearance basis 
a/ U.S. Share of the item exported to the World. 


The overall slowdown in export growth observed over recent months is the result 
of various factors: some short term, others fundamental. Increased pro- 
tectionism and import restrictions abroad are among those most frequently cited. 
A recent listing, which my not be complete, shows 67 trade barriers imposed 
against Korean goods, of which 28 had been applied since January 1977. 
Especially disturbing is the expansion of such measures into new product areas. 
A more short-term problem has been the domestic boom, especially in construction, 
in the first half which resulted in seyere shortages and subsequent ban of 
exports of cement, reinforcing steel bars, plywood, tiles, etc. Increased 
domestic demand has also limited exports of electrical appliances and electronic 
items. Other problems include declining profit margins resulting from increased 
material and unit labor costs and heightened competition abroad. Increases in 
domestic interest rates have also hurt profitability. 


As Japan remains the country's principal supplier (41 percent of the market) of 
raw materials and intermediate goods, the rapid appreciation of the yen has 
apparently resulted in increased production cost burdens offsetting any relative 
depreciation of Korean selling prices denominated in dollars. With average 





annual wage rate increases’in manufacturing of over 30 percent 
during the past four years compared to average growth in 
productivity of about 9 percent for the same period, labor 
cost advantages have been eroding. For the first half of 1978 
the export price index rose 10.1 percent, the fastest rate 

in recent years. 


Despite the above problems, indications are that Korea should 
attain its export goal in 1978 and exports should continue 
expansion in the years ahead. Exports remain vital to the country's 
growth and development. It has been calculated that over the past 
several years exports have contributed between 35 and 40 percent 
of total economic growth. Exports in 1977 induced, directly and 
indirectly, domestic production equivalent to 1.66 times 

total exports. (This rate has remained constant for the past 

five years.) Employment resulting from exports has grown at an 
annual average rate of over 20 percent since 1973; by 1977 

22 percent of total employment was export-generated. For 

sometime to come Korea's economic future will continue to 

depend on its export performance. In 1979 Korea's exports should 
reach the $15 billion benchmark. 


Imports Increase But Balance of Payments Remain Strong 


Despite the slowdown in exports noted above and a strong growth in imports, due 


in part to import liberalization measures, Korea's balance of payments remains 
strong. Total exports for the first half were $5,710 million while imports 
rose by 25.7 percent to $6,414 million (FOB). The resulting trade deficit of 
$703 million was balanced to a large extent by $199 million in net services and 
$160 million in net transfers. Nevertheless, the current account deficit in- 
creased by $92 million to $345 million compared to $253 million in the first 
half of 1977. 


In contrast to a declining trend in export growth rates, the import growth rate 
throughout this period demonstrated an accelerated growth with monthly import 
totals reaching consecutive new highs. Although some of the increase may be 
attributable to liberalization, a significant amount appears to have resulted 
from increased imports, at least in value, from Japan. For the first six 

months imports from Japan (CIF) rose 47.5 percent and its market share increased 
from 34.6 percent in the first half of 1977 to 41 percent in the corresponding 
period this year. On the other hand imports from the United States increased 
only 10.4 percent and its market share dropped from 23.4 percent to 20.7 percent. 
Other principal import sources with market share are: Saudi Arabia (9.6 percent); 
Kuwait (5.7 percent); Indonesia (3.2 percent) and Australia (3 percent). 

Declines were noted in imports from the U.S. in electrical machinery and 
equipment, iron and steel products, transport equipment, while significant gains 
were registered for raw materials as cotton, raw hides, logs and lumber (See 
Table 2). 





Table 2. Korean Imports by Major Items for World, U.S, and Japan 
First Half of 1978 


CIF* 
$ Million 


Jan.-June 1978 % Change from 1977 
Commodity World U.S. Japan / World U.S. Japan 


Grain 228 220 ~ 96. 0 -0.9 
Textiles 513 249 178 48. 20.1 31.1 
(Raw Cotton) (249) (242) (-) (97. (30.4) C3159) 
Electrical Machinery 495 134 283 27. 29.2 -5.6 
and Equipment 
Non-Electrical Machinery 938 148 616 > 116: 
Iron & Steel Products 527 69 Sor. 540) 
incl. Scrap Iron 
(Scrap Iron) (79) (S79 (10) «22. 
Raw hides & skins, leather 159 81 38 806 so500.. 
Transport Equipment 397 282 «i1i. 
Logs & Lumber oud pr oavs 
Sugar & Molasses 79 = 
Crude Oils 1,081 - 
Chemical & Chemical Products 503 312 
Others 1,223 013 


HN 


2.8 
4.8 


at 


= 


(-8.1) 
42.1 
-39.5 


HDoubwWhOW 


Total 6,460 
* Customs clearance basis. 


a/ U.S. share of the item imported from World. 


The net service sector remained strong thanks to continued inflows from Middle 
East construction projects and improved tourism receipts. On the other hand, as 
a result of larger outlays for interest payments and freight and insurance 
remittances, net service receipts fell slightly by $35 million from $234 million 
to $199 million. Inflows from overseas construction projects amounted to $1,043 
million. These receipts are expected to increase substantially in the inter- 
mediate years ahead since the total amount of construction orders received during 
the first six months of this year totaled $5.7 billion with the final year's 
total estimated at between $8 to $10 billion. 


Turning to the capital account, net capital inflows declined substantially in the 
first six months of 1978 from the $822 million registered in 1977 to $368 million 
principally as a result of short-term outflows of $1,115 million in line with 
government policy discouraging short-term capital inflows. Net long-term capital 
receipts increased 37 percent to $821 million, resulting in a Basic Balance of 
$476 million. Foreign exchange reserves declined $108 million to $4,198 at the 
end of June (rose to 4,354 million by August 31). 





Although imports for the year are projected at a new alltime high of $13,900 

(FOB) million, with a resulting $1,400 million trade deficit (the deficit with 
Japan alone is estimated to reach $3 billion), continued strength in the invisible 
sector is expected to hold the current account deficit to a moderate $445 million. 
Net capital inflows are calculated to reach $1,220 million; and as a result of 

a Slowdown in short-term capital outflows, foreign exchange reserves are expected 
to exceed five billion dollars by the end of the year. At its present stage 

of development Korea's Balance of Payments is in a favorable position. 


Domestic Demand Propels Boom 


After an unexpectedly high 15.8 percent growth rate in first quarter, real GNP 
increased 17.3 percent in the second quarter, resulting in a first half growth, 
in real terms of 16.6 percent compared to 8.6 percent for the first six months 
of 1977. Some slowdown is expected in the second half; nevertheless, real 
growth for the year is now estimated between 13 to 14 percent compared to the 
10 to 11 percent originally targeted. 


Almost all sectors of the economy contributed to the booming conditions; but 
the leading sector by far was the growth of fixed investment (up 42.9 percent). 
This, in turn, was paced by construction sector (61.5 percent) where a veritable 
real estate boom had pushed up construction of private dwellings by 166 percent 
at the end of the first quarter. As this sector began literally to overheat 
and speculation became rampant, the government, through a series of financial 
and direct control measures, succeeded in restoring some normalcy by the end 

of August. For the first half, domestic construction orders received had 
increased 120.6 percent over the corresponding period of 1977. 


Other components of the investment sector also demonstrated above average growth 
in the first half. Non-residential construction rose by 44.7 percent with new 
investment in machinery and equipment showing a strong 29.9 percent growth. 
Although surveys taken during the latter half of 1977 had indicated some fall 

off in private investment during the early part of 1978, an unprecedented growth 
in consumer demand, as well as strength in certain export industries, resulted 

in increased investment outlays. The most recent survey indicates that investment 
in new plants and equipment by the private sector will increase by 47 percent in 
1978 to meet increased domestic and overseas demand. Those industries projecting 
investments of 100 percent or more over 1977 levels include: beverages (130 
percent), petroleum refining (195 percent), machinery (145 percent) and 
transportation equipment (136 percent). 


Private consumption, as a result of increased disposable income, rose dramatically 
in the first half (8.8 percent). New consumption patterns began to emerge as 
sales of so-called "luxury'' items spiraled. Among such items were increases of 
washing machine sales by 152 percent, passenger cars by 95 percent, refrigerators 
by 60 percent while sales of TV sets-- black and white—-increased more than 
twofold over the first seven months of 1977. The consumption boom may slow down 
somewhat in the second half; the government in mid-August announced a special 
two-month national savings campaign to be inaugurated in September. 





As a result of the heightened demand, industrial production rose 24.1 percent 

for the first six months compared to the corresponding period of the preyious 
year, paced by a 25 percent gain in manufacturing production. Especially strong 
were production increases in textiles (synthetic), footwear, garments, transporta- 
tion equipment, iron and steel and machinery. For many products output during 

the first half rose 50 percent or better. These include; refrigerators (208 
percent), trucks (133 percent), transformers (112 percent), pianos (92 percent), 
passenger cars (98 percent), fertilizer(63.7 percent), and TV receivers (52 
percent) Of major items, knitted outerwear, cotton fiber, and transistor 

radios recorded declines in production. 


Economic activity in the second half is expected to remain brisk, but some 
slowdown in the pace is expected in all fronts. Consumer demand should become 
more restrained while construction activity will slow to more normal levels as 
controls and financial disincentives take effect. Investment may decline 
slightly; but the growth of exports should begin to pick up. For 1979, the 
government has decided to place more emphasis on stability. According to 
reports, preliminary planning calls for a ''downward" adjustment in growth 
targets to around 9-10 percent with the export growth rate set at 23 percent. 
Prices are to be held within a ten percent increase. Both fiscal and monetary 
policy are expected to remain restrictive. 


Inflation Remains A Domestic Problem 


Coming as little surprise to those of a monetarist persuasion, inflation in the 
first half of 1978 turned out to be the country's principal domestic economic 
problem. After remaining on a level trend during most of 1977, consumer prices 
began an upward thrust in the last quarter at a 10.5 percent adjusted annual 
rate which rose to 13.1 percent in the first quarter and 13.2 percent in the 
second quarter of 1978. On the other hand the growth in the money supply, which 
had remained relatively steady at a 30 percent annual growth rate in 1976, began 
in early 1977 to show accelerated growth which finally peaked at a 44 percent 
annual rate in the fourth quarter. Analysis shows a two to three quarter lag 
between changes in growth in money and its effect on prices in Korea during 
recent years. The recent experience has followed past patterns. With money 
supply in a strong downtrend since the fourth quarter of last year (40.1 percent 
rate in first quarter of 1978 and 32.8 percent in the second), consumer prices 
are expected to peak at between 14 and 15 percent and then begin to decelerate 
in the months ahead. 


As of July the consumer price index had risen 11.8 percent since December of the 
previous year. The principal price increases were in food items which in the 
official index rose nearly 14 percent during the same period. In fact, many food 
items have shown much larger price increases over the past year especially meats, 
fish and certain vrefered condiments. Rising incomes have led to an upgrading in 
diets and placed pressure on supply. The domestic consumer boom of the first 
half would have placed even greater pressures on prices without government price 
controls. For some items "unofficial"' premiums have appeared to equate supply 
and demand. Since the official index to some extent understates price trends-—- 
it includes rents but not costs of new housing, services are excluded--the "real" 





rate of inflation for 1978 may be closer to 20 percent rather than the 13 to 14 
percent officially forecast for consumer prices (11 percent for wholesale prices). 


As the rate of inflation began to accelerate the government took several steps 
to meet the problem. Already in the last half of the previous years, steps were 
taken to curb the growth of the money supply by reducing the growth of the 
monetary base as a result of an influx of foreign assets. Short-term capital 
inflows were discouraged and some indebtedness was repaid in advance. In May 
import liberalization was given an additional boost with the freeing of 136 
commodity items followed by an additional 47 items under the 2nd Half Trade Plan. 
By the end of July these had contributed to over $300 million in additional 
imports. In addition, on August 30 it was announced the government would 
authorize $500 million in special imports ($200 million in 1978), aimed at 
cutting the money supply, increasing supply of consumer items and stabilizing 
prices. 


As a further step in monetary policy interest rates were raised 
across the board on June 12 making time deposits more attractive 

to savers (now 18.6 percent) while increasing the lending rates, 
including the prime rate by 3.5 percentage points and export loans 

by one percent. The Bank of Korea subsequently announced it would 
limit money supply to a 30 percent expansion for the year and hold 
general loans to the private sector by 100 billion won ($205 million) 
a month. 


Government fiscal policy, at least in the general budget accounts, 
has been restrained for most of the year. (Large deficits in 

the special accounts and Grain Management Fund have been a 

leakage in the overall fiscal system.) No supplementary budget 
will be proposed at the September session of the legislative 
assembly and the 1979 budget is to be held to a 30 percent increase. 


Provided that the growth rate of the money supply continues 

to decelerate, adequate supply of needed goods is made available, 
and fiscal restraint continues, the inflationary problem 

may become less acute by the end of the third quarter or sometime 
in the fourth quarter. Overall for the year consumer prices 

are expected to show a 15 percent gain on the official indices, 
while wholesale prices should be held to a 11-12 percent growth 
rate. Stabilization of the above factors could result in the 
lowering of the inflationary rate to the ten percent level in 1979. 


II. IMPLICATIONS FOR THE UNITED STATES 


Despite some current problems -- especially inflation and a slight slowdown in 
export growth, outlined above -- Korea's economy is still booming, and should 
remain one of the best potential markets in the world for U,S, goods and services, 
as well as technology. Its growing foreign exchange reserves would be the envy 
of many other countries and have resulted in Korea's relaxing import restrictions, 
including those on consumer products. With rising incomes, the standard of living 
is rising, resulting in increased domestic demand for and consumption of new 
products. 


Korea's spectacular economic growth has been and will continue to be greatly 
dependent on its exports. This in turn creates markets for U.S, products and 
technology, especially as rising wages, protectionism, and other factors necessi- 
tate a shift in emphasis from export of light industrial products to more 
sophisticated manufactured goods. This means a continuing demand for advanced 
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technology, as well as for production machinery, testing equipment, instrumentation, 
computers and peripherals, and a variety of other labor saving and quality control 
equipment. Moreover, Korea's dynamic economic growth should not be regarded 

merely in terms of numbers and percentages: behind those numbers is a boom in 
construction of new or expanding factories; new and growing industrial estates 
throughout the country; and expansion of the country's infrastructure, including 
power generation and transmission, conmunications, and transportation. 


In terms of potential market, all this translates into a continuing need and 
demand for construction equipment, components, machine tools, scientific instru- 
ments, laboratory equipment, engineering services, and financing for projects 
ranging from harbor and airport development to steel mills, from nuclear power 
plants to equipment needed for solar energy research, from new office buildings 
and hotels to grain storage facilities. Even though some slowdown in pace may be 
expected, the anticipated 47 percent increase in investment in new plants and 
equipment by the private sector in 1978 is in itself illustrative of the 
tremendous industrial expansion taking place in Korea. 


The accelerated growth of Korea's imports, described above, should also bode well 
for American manufacturers and exporters. As shown in Table 2, Korea's imports 
increased in value during the first half of 1978 by 24.6 percent over the 
corresponding period of last year. What is remarkable, however, is that approxi- 
mately two thirds of this increase resulted from increased imports from Japan. 
This was despite the fact that the Government of Korea has been making a well- 
publicized concerted effort to diversify its sources of supply from Japan. 


All this should be cause for considerable reflection by U.S. exporters. Even 
with the favorable circumstances recited earlier, the overall U.S. record is very 


disappointing. A reference to Table 2 will show that in agricultural sectors, the 
U.S. export record is very good. The United States continues to dominate the 
market in sales of raw cotton and grains. However, in most industrial sectors, 
the U.S. record is not at all good. Although total Korean imports increased by 
24.6 percent, imports from Japan increased by 47.5 percent while imports from the 
U.S. increased by only 10.4 percent. With respect to "'electrical machinery and 
equipment ,"' imports from Japan increased by 59 percent; imports from the U.S. 
declined by 5.6 percent. Imports of "non-electrical machinery" (including machine 
tools) from Japan rose by an astounding 80.1 percent; those from the U.S. had 

a mere 2.8 percent increase. Statistics aside, much of this can be verified on 
the spot just by touring a few industrial establishments. 


The decline in the U.S. share of the important Korean market, especially vis-a-vis 
Japan's, is not a new phenomenon, but has been regressing for some years. For 
example, Japan's share of Korea's imports was 42.7 percent in 1968, compared to a 
slightly lower 40.9 percent in the first six months of 1978; the U.S. share in 
1968 was 30.7 percent, dropping to 20.7 percent during the same period. The 
following Table 3 illustrates the continuous and growing influence of Japan on 
Korea's total imports, as compared to the declining influence of U.S. suppliers, 
during the past 34 years: 





Table 3. Total Korean Imports, With U.S. and Japanese Share 
of Total ($U.S. Million), 1975-78 


1975 1976 1977 1-6/1978 


Total Imports 7,274 8,774 10,811 6,460 


Imports from Japan 2 434 3,099 3,927 2 ,644 
(% of Total) (33.5) (35.3) (36,3) (40.9) 


Imports from U.S. 1,881 1,963 2,447 1,339 
(% of Total) (25.9) (22.4) (22.6) (20.7) 


There are clearly many reasons for recent deterioration in the U.S. balance 
of trade, and no attempt will be made to analyze them. However, one of the 
important reasons for the U.S. decline in influence in this growing import 
market must be insufficient attention by U.S. exporters. Although there are 
notable exceptions, officials of many Korean business enterprises comment, or 
even complain that they rarely receive visits by sales representatives of 
American companies, while being inundated by visits from Japanese and European 
salesmen. Likewise, many Korean buyers note that they have difficulty in 
identifying American suppliers of the kinds of equipment they need, many of 
which companies are not represented locally. 


The U.S. Embassy in Seoul, including its active Trade Center is well equipped 
to assist U.S. business firms seeking to gain access to the growing Korean 
market, whether it be to display their products, to find agents or distributors, 
or to obtain advice or information on developments in the local market. 


Many American companies seem to be missing the boat to Korea. 
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